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Pursuant to your’i tions and in accordance with Massachusetts General Laws,
Chapter 175, 4, a comprehensive examination has been made of the market
conduct aff

G%IMONWEALTH MUTUAL INSURANCE COMPANY

a&home office located at:
1100 Crown Colony Drive

Quincy, Massachusetts 02269

The following report thereon is respectfully submitted.



TABLE OF CONTENTS

PAGE

SCOPE OF EXAMINATION lﬂ%

EXAMINATION APPROACH ,%\4)

EXECUTIVE SUMMARY 0 5

COMPANY BACKGROUND Qc;—\) 6

|. COMPANY OPERATIONS/MANAGEMENT 0% 7

Il. COMPLAINT HANDLING @ 17
N

I11. MARKETING AND SALES

IV. PRODUCER LICENSING ‘% 22
V. POLICYHOLDER SERVICES(%X0 26

VI. UNDERWRITING AND Q‘N

VII. CLAIMS § 46

SUMMARY & 58
T

59

30

ACKNOWLE

N
&



SCOPE OF EXAMINATION

The Massachusetts Division of Insurance (the “Division”) conducted a comprehensive market
conduct examination of Commonwealth Mutual Insurance Company (“the Company™) for the
period January 1, 2005 to June 30, 2006. The examination was called pursuant to authority in
Massachusetts General Laws Chapter (M.G.L. c¢.) 175, Section 4. The market conduct
examination was conducted at the direction of, and under the overall management and control of,
the market conduct examination staff of the Division. Representatives from the firm of Rudmose
& Noller Advisors, LLC (“RNA”) were engaged to complete certain agreed upon procedﬂi

EXAMINATION APPROACH %\)

A tailored audit approach was developed to perform the examination of the @a y using the
guidance and standards of the NAIC Market Conduct Examiner’s Hand (“the Handbook”)
the market conduct examination standards of the Division, the Commganwealth of Massachusetts
insurance laws, regulations and bulletins, and selected federal d regulations. All
procedures were performed under the management and control-an eral supervision of the
market conduct examination staff of the Division, including procedures more efficiently
addressed by the concurrent Division financial examination or thoSe objectives, market conduct
examination staff discussed, reviewed and used procedu &5, perfor

am[éEir

examination staff to the extent deemed necessary, ropriate and effective, to ensure that the
objective was adequately addressed. The followi ibes the procedures performed and the
findings for the workplan steps thereon.

The basic business areas that were reviewed.i this examination were;

I.  Company Operations/Manager&
Il.  Complaint Handling

1. Marketing and Sales Yy
IV. Producer Licensin
V. Policyholder Sepvice

VI. Underwritin ing
VII. Claims

In addition A%ocesses’ and procedures’ guidance in the Handbook, the examination
included an assessment of the Company’s internal control environment. While the Handbook
approac ects individual incidents of deficiencies through transaction testing, the internal
contr, ment provides an understanding of the key controls that Company management uses
t r business and to meet key business objectives, including complying with applicable
Ig&nd regulations related to market conduct activities.

The controls assessment process is comprised of three significant steps: (a) identifying controls;
(b) determining if the control has been reasonably designed to accomplish its intended purpose in
mitigating risk (i.e., a qualitative assessment of the controls); and (c) verifying that the control is
functioning as intended (i.e., the actual testing of the controls). For areas in which controls
reliance was established, sample sizes for transaction testing were accordingly adjusted. The form
of this report is “Report by Test,” as described in Chapter VI A. of the Handbook.



EXECUTIVE SUMMARY

This summary of the comprehensive market conduct examination of the Company is intended to
provide a high-level overview of the examination results. The body of the report provides details
of the scope of the examination, tests conducted, findings and observations, recommendations
and, if applicable, subsequent Company actions. Managerial or supervisory personnel from each
functional area of the Company should review report results relating to their specific area.

The Division considers a substantive issue as one in which corrective action on part of the
Company is deemed advisable, or one in which a “finding,” or violation of Mass setts
insurance laws, regulations or bulletins was found to have occurred. It also is recommen at
Company management evaluate any substantive issues or “findings” for applicabili Wential
occurrence in other jurisdictions. When applicable, corrective action should b%e for all
jurisdictions and a report of any such corrective action(s) taken should b@) ided to the
Division.

and, if applicable, subsequent Company actions made, as part mprehensive market
conduct examination of the Company. All Massachusetts laws, tons and bulletins cited in
this report may be viewed on the Division’s website at www. 3

The following is a summary of all substantive issues found, along WEt recommendations

with regard to company operations/management ting and sales, producer licensing,
policyholder service, underwriting and rating and’%r; -~ Examination results showed that the
Company is in compliance with all tested ny policies, procedures and statutory
requirements addressed in these sections. Q

I1. COMPLAINT HANDLING (&x

STANDARD lII- 2

The comprehensive market conduct examination resu

Findings

Obser ér The Company appears to have adequate complaint procedures and

ca es such procedures to policyholders. However, RNA noted the Company

not>-established formal Key Performance Indicators (“KPIs”) for monitoring
'%ﬂamt handling activity.

Q ecommendations: The Company shall develop and implement KPIs for complaint
handling. Further, internal audit shall periodically monitor the Company’s compliance
with its complaint handling policies and regulatory requirements.

Subsequent Action: The Company has subsequently developed KPIs for complaint
handling.




COMPANY BACKGROUND

The Company is an affiliate of Arbella Mutual Insurance Company (“Arbella Mutual™)
headquartered in Quincy, Massachusetts, which is the controlling entity in a corporate ownership
structure that includes five Massachusetts domestic insurers (the “Arbella Group”). Arbella
Mutual controls the Company through management and reinsurance agreements. An affiliate
reinsurer, Commonwealth Reinsurance Company, was formed by Arbella Mutual to 100%
reinsure all business written by the Company, which is limited to homeowner’s renewal policies
in Massachusetts. Arbella Mutual’s future plans are to rewrite the Company’s policies as Arbella
Mutual policies once new computer systems are implemented in 2008; thus, the Cc%:z’s
premium is expected to decline over time. The market conduct examination of the Campanywas
conducted concurrently with the examination of certain affiliates within the Arb ge%r)up as
management, systems, processes and controls are common to operations of‘U% ffiliated
companies. Private passenger automobile, commercial automobile, commerciz perty/liability
and workers compensation insurance is sold through affiliated insurancecom es within the

admitted assets and $345.1 million in surplus as of Decembe 5. For the year ended
December 31, 2005, the Company’s premiums were $453. " and net income was $25.1
million.

Arbella Group.
The Arbella Group is rated B++ (Very Good) by A.M. Best. The i@ad $898.1 million in

The key objectives of this examination were deter, d by the Division with emphasis on the
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I COMPANY OPERATIONS/MANAGEMENT

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard I-1. The company has an up-to-date, valid internal, or external, audit program.

Objective: This Standard addresses whether there is an audit program functio txtp&)vides
meaningful information to management.

Controls Assessment: The following key observations were noted in conj ion with the review
of this Standard:

= The Company’s financial statements are audited annually tﬁ;s ependent accounting

Committee.

= The Company’s internal audit plan is based u riorities established by the Audit
Committee with input from senior manage The Audit Committee approves the plan
prior to calendar year end, and monitors plansprogress and results periodically throughout

the year.
= The Company’s internal audit f% conducts periodic audits of the Company’s
dures, and recommends enhancements to such

compliance with its policies
policies and procedures.
= The Company conducts s%? 0 evaluate the Company’s claims settlement practices,
e

firm. QB
= The Company’s internal audit department rep$ oard of Directors’ Audit

s of subrogation recoveries..

such as evaluating tr@
Controls Reliance: Cm%w ted via documentation inspection, procedure observation and/or

corroborating inquir % 0 be sufficiently reliable to be considered in determining the extent
of transaction testhé dures.

Transaction kﬁprocedure: RNA reviewed various internal audit reports, field audit reports,
and clai%rquéhsy assurance audits to evaluate procedures performed and results obtained.

Tran@y

Findings: None.

esting Results:

Observations: The internal audit reports, field audit reports and claims quality assurance
audits reviewed by RNA provided detailed information on the audit procedures
performed, audit findings and recommendations for improvement.

Recommendations: None.




Standard 1-2. The company has appropriate controls, safequards and procedures for
protecting the integrity of computer information.

No work performed. All required activity for this Standard is included in the scope of the ongoing
statutory financial examination of the Company.

Standard 1-3. The company has anti-fraud initiatives in place that are reasonably
calculated to detect, prosecute, and prevent fraudulent insurance acts.

18 U.S.C. § 1033; Division of Insurance Bulletins 1998-11 and 2001-14. A{

Objective: This Standard addresses whether the Company has an anti-fraud plan.tha
up-to-date, in compliance with applicable statutes and appropriately implemen Q

Pursuant to 18 U.S.C. § 1033 of the Violent Crime Control and Law %ment Act of 1994
(“Act”), it is a criminal offense for anyone “engaged in the busines % rance” to willfully
permit a “prohibited person” to conduct insurance activity witho en’consent of the primary
insurance regulator. A “prohibited person” is an individual wh

business of insurance as defined in the Act. In accorda ith-Division of Insurance Bulletins
1998-11 and 2001-14, any entity conducting insuran i
Division in writing of all employees and producers
under the law may apply to the Commissioner f
participate in the business of insurance unless

by this law. Individuals “prohibited”
written consent, and must not engage or
ntil they are granted such consent.

Controls Assessment: The following ke atlons were noted in conjunction with the review

of this Standard: (%0
= The Company has a ertte% address fraud throughout the organization.
ial In

s The Company has a S vestigative Unit (“SIU”) within the Claim Department,
which is dedicated t vention and handling of fraudulent activities.

= The Company’ s written policies, guidelines and procedures to address claim
fraud preventi@

investigates potentially fraudulent activity with the assistance of other
d reports such activity to the regulators as necessary.

of transaction testing procedures.

Transaction Testing Procedure: RNA reviewed the Company’s anti-fraud policies and
procedures, and the work of the SIU, as part of various claim standards.

Transaction Testing Results:

Findings: None.



Observations: Based upon RNA’s review of the Company’s policies and procedures, it
appears that the Company generally has adequate anti-fraud initiatives in place that are
intended to detect, prosecute, and prevent fraudulent insurance acts.

Recommendation: None.

Standard 1-4. The company has a valid disaster recovery plan.

No work performed. All required activity for this Standard is included in the s pﬁyhe
ongoing statutory financial examination of the Company. é&)

Standard 1-5. The company adequately monitors the activities of t M)%aning General
Agents (MGA).

No work performed. The Company does not utilize MGAS;QQI;;&)WS standard is not

applicable to this examination.

Standard I-6. Company contracts with MGAs cq@\dth applicable statutes, rules and
regulations.

No work performed. The Company does n%ﬂlize MGAs; therefore this standard is not

applicable to this examination. Q

Standard 1-7. Records are adequate, "accessible, consistent and orderly and comply with
record retention requirement$

Objective: This Standar resses the organization, legibility and structure of files, as well as
the determination of t!@ any’s compliance with record retention requirements.

Controls Assessmients, The Company has established record retention policies and procedures for
each key funeti department, that note the length of time each document must be retained,
and how docu should be destroyed.

Contﬁﬂ&nce: Controls tested via documentation inspection, procedure observation and/or
cofr ba.caling inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA reviewed the Company’s record retention policies and
evaluated such for reasonableness.

Transaction Testing Results:

Findings: None.

Observations: The Company’s home office record retention policies appear reasonable.




Recommendations: None.

Standard 1-8. The company is licensed for the lines of business that are being written.

M.G.L. c. 175, 88 32 and 47.

accordance with the authorized lines of business.

Pursuant to M.G.L. c. 175, § 32, domestic insurers must obtain a certificate authoriz'm issue
policies or contracts. M.G.L. c. 175, § 47 sets forth the various lines of busm ich an

insurer may be licensed.

Objective: This Standard addresses whether the lines being written by a Compan‘)& in

Controls Assessment: Due to the nature of this Standard, no controls a%%t was performed.

Controls Reliance: Not applicable.

Transaction Testing Procedure: RNA reviewed the Com ertlflcate of Authority, and
compared it to the lines of business that the Company wri@ Commonwealth.

Transaction Testing Results:
Findings: None. ;

Observations: The Company is@l ;or the lines of business being written.

Recommendations: None.

examinations.

M.G.L. c. 175, %QQ

Standard 1-9. The con@ Jperates on a timely basis with examiners performing the

Obijective: &‘S\Standard addresses the Company’s cooperation during the course of the
examin

I\%O@lﬂ;& 8 4 sets forth the Commissioner’s authority to conduct examinations of an insurer.

Controls Assessment: Due to the nature of this Standard, no controls assessment was performed.

Controls Reliance: Not applicable.

Transaction Testing Procedure: The Company’s level of cooperation and responsiveness to
examiner requests was assessed throughout the examination.

10




Transaction Testing Results:

Findings: None.

Observations: The Company’s level of cooperation and responsiveness to examiner
requests was exemplary.

Recommendations: None.

Standard 1-10. The company has procedures for the collection, use and di Im of
information gathered in connection with insurance transactions to minimize i oper
intrusion into the privacy of applicants and policyholders.

Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 Code of e@ Regulations
(“CFR”) Part 313.

Objective:  This Standard addresses the Company’s policies aﬁ%ggedures to ensure it
minimizes improper intrusion into consumers’ privacy. Q

Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and Part 313 set forth requirements
institution’s ability to disclose

for proper notice to consumers and restrictions on a
nonpublic personal information about consumers @\ filiated third parties. Further, a
financial institution must provide its customers wi notiCe of its privacy policies and practices.
In addition, a financial institution is prohibited

nonaffiliated third parties, unless the insi
requirements and the consumer has not e @

Controls Assessment: The following*key, observations were noted in conjunction with the review
of Standards 1-10 through 1-17:

= The Company’s practic

closing nonpublic personal information to
n satisfies various disclosure and opt-out
0°0pt out of such disclosure.

to-provide the Privacy Policy when the policy is delivered.
at it collects certain types of nonpublic personal information
from third parti er sources, and gives examples of such third parties or other
sources. h@ cy Policy further notes that that the Company may disclose
informati itted by law, and that consumers have a right to access and to correct
errors in. this information.
" Theﬁ%oany’s Privacy Policy states that it does not disclose any nonpublic personal
information to any affiliate, or non-affiliated third party, other than those permitted by
d only for the purpose of transacting the business of the applicant’s insurance
verage or claim.
% e Company annually provides the Privacy Policy to customers via mail upon renewal.
The Company provides its Privacy Policy on its website.
= The application for personal lines insurance notes that the Company’s normal
underwriting and renewal procedures may include obtaining an investigative consumer
report with applicable information on an applicant’s character, general reputation,
personal characteristics and mode of living. The application further discloses that the
Company may obtain this information through personal interviews with the applicant’s
friends, neighbors and associates, and that it will provide additional detail concerning the
nature and scope of this investigation to applicants within a reasonable time upon written
request.

11




m  The Company annually conducts an information systems risk assessment to consider,
document and review information security threats and controls. The risk assessment
evaluations have resulted in continual improvements to information systems security.

= Company policy requires that its information technology security practices safeguard
nonpublic personal and health information, and communicates these practices in training
programs, compliance presentations and various memoranda as needed. Company policy
requires all staff to take annual privacy training, and to sign an acknowledgement of
haven taken such training.

s Only individuals approved by Company management are granted access to the
Company’s key electronic and operational areas where nonpublic personal and health
information is located. Access is frequently and strictly monitored.

Controls Reliance: Controls tested via documentation inspection, procedure ob. Mnd/or
corroborating inquiry appear to be sufficiently reliable to be considered in detefitii the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company perso ith responsibility for
privacy compliance and reviewed documentation supporting its priv ies and procedures.
Transaction Testing Results: Q

Findings: None. ;
Observations: It appears from RNA'’s r%m at the Company’s privacy practices
minimize any improper intrusion into ‘applicants’ and policyholders’ privacy, and are

disclosed to policyholders in accord the Company’s policies and procedures.

Recommendations: None. (Q\

Standard 1-11. The compan X,developed and implemented written policies, standards
and procedures for the nt of insurance information.

Gramm-Leach-BIiIe)(A\ 502, 503, 504 and 505 and 16 CFR Part 313.

The objective ofi%g@! andard relates to privacy matters and is included in Standards 1-10 and I-

12 through I\

ard I-12. The company has policies and procedures to protect the privacy of
personal information relating to its customers, former customers and consumers
e not customers.

Gramm-Leach-Bliley Act, 8§ 502, 503, 504 and 505 and 16 CFR Part 313.

Objective: This Standard addresses the Company’s policies and procedures to ensure it protects
privacy of non-public personal information.

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313 set forth
requirements for proper notice to consumers, and restrictions on a financial institution’s ability to

12




disclose nonpublic personal information about consumers to nonaffiliated third parties. Further, a
financial institution must provide its customers with an annual notice of its privacy policies and
practices. In addition, a financial institution is prohibited from disclosing nonpublic personal
information to nonaffiliated third parties, unless the institution satisfies various disclosure and
opt-out requirements and the consumer has not elected to opt out of such disclosure.

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard I-10.

Transaction Testing Procedure: RNA interviewed Company personnel with respo siﬁfo
privacy compliance, and reviewed documentation supporting its privacy policies an &gegures.

Transaction Testing Results: 0

Findings: None.
Observations: It appears from RNA’s review that t}‘%%?pany’s policies and
procedures adequately protect consumers’ non-public pe I information.

Recommendations: None.

its consumers who are not customers rega atment of nonpublic personal financial

Standard 1-13. The company provides privac ces o its customers and, if applicable, to
Ing t
information. g g‘

Gramm-Leach-Bliley Act, §§ 502, wﬁ@a 505 and 16 CFR Part 313.

Objective: This Standard addres e Company’s practice of providing privacy notices to
customers and consumers.

The Gramm-Leach-Bli
requirements for pr
disclose nonpubli
financial instituti

88 502, 503, 504 and 505 and 16 CFR Part 313 set forth
ice to consumers and restrictions on a financial institution’s ability to
I information about consumers to nonaffiliated third parties. Further, a
st provide its customers with an annual notice of its privacy policies and
practices. Inﬁgk; ion, a financial institution is prohibited from disclosing nonpublic personal
informatien to nonaffiliated third parties, unless the institution satisfies various disclosure and
opt-0 ents and the consumer has not elected to opt out of such disclosure.

S

CQh‘o Assessment: See Standard 1-10.

Controls Reliance: See Standard I-10.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
privacy compliance, reviewed documentation supporting its privacy policies and procedures and
examined whether the privacy notice provided sufficient information and disclosures.

13




Transaction Testing Results:

Findings: None.

Observations: Based upon RNA’s review of the Company’s privacy notice and its
privacy practices, it appears that the Company provides a sufficient privacy notice to
applicants and to policyholders regarding its collection and disclosure of non-public
personal financial information, in accordance with Company policy.

Recommendations: None. A{

Standard 1-14. If the company discloses information subject to an opt Bﬁt, the
company has policies and procedures in place so that nonpubllc financial
information will not be disclosed when a consumer who is not a custo ted out, and
the company provides opt out notices to its customers and other affe r%nsumers

Gramm-Leach-Bliley Act, §8 502, 503, 504 and 505 and 16 CFR @g

No work performed. The Company does not utilize opt out ri Q does not share information
with others for marketing purposes; therefore, this standard“is not.applicable to this examination.

Standard I-15. The company’s collection, use an Ef’sure of nonpublic personal financial

information are in compliance with applic atutes, rules and regulations.
Gramm-Leach-Bliley Act, §§ 502, 503@ 505 and 16 CFR Part 313.
Objective: This Standard address mpany s policies and procedures regarding collection,

use and disclosure of nonpublicpe financial information.

The Gramm-Leach-Blile &502 503, 504 and 505 and 16 CFR Part 313 set forth
requirements for proper-i ‘l e-to consumers and restrictions on a fmanmal mstltutlon S ablllty to
disclose nonpublic
financial instituti
practices. In ition,a financial institution is prohibited from disclosing consumers’ nonpublic
personal infé’%' n to nonaffiliated third parties, unless the institution satisfies various
disclosure=and opt-out requirements and the consumer has not elected to opt out of such

discl

C&fro s Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
privacy compliance, and reviewed documentation supporting its privacy policies and procedures.

Transaction Testing Results:

Findings: None.

14




Observations: It appears from RNA’s review that the Company’s policies and
procedures provide reasonable assurance that the Company properly collects, uses and
discloses nonpublic personal financial information.

Recommendations: None.

Standard 1-16. In states promulgating the health information provisions of the NAIC model
regulation, or providing equivalent protection through other substantially similar: laws
under the jurisdiction of the Department of Insurance, the company has policiestand
procedures in place so that nonpublic personal health information will not &?Iosed
except as permitted by law, unless a customer or a consumer who is not a!%a er has
authorized the disclosure.

Obijective: This Standard addresses the Company’s policies and proced %nsure it maintains
privacy of nonpublic personal health information related to claims. :’Q)

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard 1-10. %,\

Transaction Testing Procedure: RNA interviewe ny personnel with responsibility for
privacy compliance and reviewed documentatiog supporting its privacy policies and procedures

related to liability claims.

Transaction Testing Results: (§\0

Findings: None.

Observations: Based.u :NA’S review of the Company’s policies, procedures and its
liability claims, i that such policies and procedures provide reasonable assurance
that the Comp@ ains the privacy of nonpublic personal health information related
to claims.

ne.

Stan . Each licensee shall implement a comprehensive written information security
p@{ or the protection of nonpublic customer information.
r

Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313.

Objective: This Standard addresses the Company’s information security efforts to ensure that
nonpublic consumer information is protected.

The Gramm-Leach-Bliley Act, 88 502, 503, 504 and 505 and 16 CFR Part 313 set forth
requirements for proper notice to consumers and restrictions on a financial institution’s ability to
disclose consumers’ nonpublic personal information to nonaffiliated third parties. Further, a
financial institution must provide its customers with an annual notice of its privacy policies and

15




practices. In addition, a financial institution is prohibited from disclosing consumers’ nonpublic
personal information to nonaffiliated third parties, unless the institution satisfies various
disclosure and opt-out requirements and the consumer has not elected to opt out of such

disclosure.

Controls Assessment: See Standard 1-10.

Controls Reliance: See Standard I-10.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
privacy compliance, and reviewed documentation supporting its privacy policies and proceduies.

Transaction Testing Results: %

Findings: None.
Observations: Based upon RNA’s review of the Comp civ?ormation security
policies and procedures, it appears that the Company has ‘i A

protect nonpublic customer information.

Recommendations: None. &;
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Il. COMPLAINT HANDLING

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard 11-1. All complaints are recorded in the required format on the company
complaint register.

M.G.L. c. 176D, § 3(10).

Objective:  This Standard addresses whether the Company formally track }d)nts or
grievances as required by statute.

Pursuant to M.G.L. c. 176D, § 3(10), an insurer is required to maintai plete record of all
complaints it received from the date of its last examination. The r st indicate the total
number of complaints, the classification of each complaint by line %r nce, the nature of each
complaint, the disposition of each complaint and the time to proc@ complaint.
Controls Assessment: The following key observations w oted in conjunction with the review
of this Standard:

= Written Company policies and procedures% the complaint handling process.

= The Company logs all written complaints in‘the complaint register in a consistent format.

= The complaint register includes the d ceived, the date closed, the person making the
complaint, the insured, the policy r, state of residence, the nature of the complaint
using NAIC reason codes and t (%a nt disposition using NAIC reason codes.

= The Company policy is to r h&d’o Division complaints within 14 calendar days of
receipt when possible, and_in a timely manner once it receives and evaluates all required
information.

= The Company states, thatuit-provides its toll free telephone number and address in its
written responses te.c er inquiries, and on its web site.

Controls Reliance: Is"tested via documentation inspection, procedure observation and/or
corroborating in ar to be sufficiently reliable to be considered in determining the extent
of transaction ocedures.

ling, and examined evidence of the Company’s related processes and controls.

compla
T o complaints filed against the Company during the examination period.
r

Transaction Testing Results:

Transacu%:}hnq Procedure: RNA interviewed management and staff responsible for

Findings: None.

Observations: RNA noted that the Company’s format for recording the complaint
includes all necessary information. Based upon review, it appears that the Company has
a process for recording complaints in the required format, in accordance with its policies,
procedures, and statutory requirements.

17




Recommendations: None.

Standard 11-2. The company has adequate complaint handling procedures in place and
communicates such procedures to policyholders.

M.G.L. c. 176D, § 3(10).

procedures and communicates those procedures to policyholders.

M.G.L. c. 176D, 8 3(10) requires that (a) the Company has documented procedures x?plaint
handling (b) the procedures in place are sufficient to enable satisfactory handling%o plaints
received as well as to conduct root cause analyses in areas developing compl ) there is a
method for distribution of and obtaining and recording responses to complaint t is sufficient

Objective: This Standard addresses whether the Company has adequate complaintmng

to allow response within the time frame required by state law, and (d) mpany provides a
telephone number and address for consumer inquiries.
Controls Assessment: Refer to Standard I1-1. 03

Controls Reliance: Refer to Standard 11-1.

Transaction Testing Procedure: RNA intervie management and staff responsible for
complaint handling, and examined evidence of t ompany’s related processes and controls.
There were no complaints filed against the C‘%réy uring the examination period. RNA also
r
CO

reviewed the Company’s website, and varioe sent to policyholders, to determine whether
the Company provides contact informati sumer inquiries.

Transaction Testing Results: &
Findings: None. Z

Observations: %ﬁ mpany appears to have adequate complaint procedures and
r

communicate ocedures to policyholders. However, RNA noted the Company
has not st ed formal Key Performance Indicators (“KPIs”) for monitoring
complai ling activity.

Recomm z%ys: The Company shall develop and implement KPIs for complaint handling.
Furthe | audit shall periodically monitor the Company’s compliance with its complaint
ha @ icies and regulatory requirements.

Subseguent Action: The Company has subsequently developed KPIs for complaint handling.

Standard 11-3. The company takes adequate steps to finalize and dispose of the complaint
in accordance with applicable statutes, rules and regulations and contract language.

Objective: This Standard addresses whether the Company response to the complaint fully
addresses the issues raised, is properly documented, includes appropriate remedies and complies
with statutes, regulations and contract language.

18




Controls Assessment: Refer to Standard 11-1.

Controls Reliance: Refer to Standard 11-1.

Transaction Testing Procedure: RNA interviewed management and staff responsible for
complaint handling, and examined evidence of the Company’s related processes and controls.
There were no complaints filed against the Company during the examination period.

Transaction Testing Results: A{
Findings: None. \)

Observations: Based upon review, it appears that the Company rocess for
finalizing and disposing of complaints in accordance with its polici ocedures and

statutory requirements.
Recommendations: None. §)

Standard 11-4. The time frame within which the company_ responds to complaints is in
accordance with applicable statutes, rules and regulations:

Objective:  This Standard addresses the time '@2 for the Company to process each
complaint.

Massachusetts does not have a specific ti ard in the statutes or regulations. However, the
Division has established a practice of 'r ng that insurers respond to complaints from the
Division within 14 calendar days from the date they receive a notice of complaint.

grd -

Controls Assessment: Refer to 1.
Controls Reliance: Ref dard I11-1.
Transaction Tesmé edure: RNA interviewed management and staff responsible for

complaint handlin \;qd examined evidence of the Company’s related processes and controls.
There were no,c aints filed against the Company during the examination period.

Trans sting Results:

Q indings: None.

Observations: Based upon review, it appears that the Company has an adequate process
for timely responding to complaints in accordance with its policies, procedures, and
statutory requirements.

Recommendations: None.
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M. MARKETING AND SALES

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard 111-1. All advertising and sales materials are in compliance with applicable
statutes, rules and regulations. ,{

M.G.L. c. 176D, 8§ 3; Division of Insurance Bulletin 2001-02.

No work performed. This Standard is not covered in the scope of examir@ ;ecause the
Company has not written any new business since 2003. C

Standard 111-2. Company internal producer training materi re in compliance with
applicable statutes, rules and regulations.

Objective: This Standard addresses whether all Comp ducer training materials are in
compliance with state statutes, rules and regulations.

1I-3:
= The Company has distributed pror@ ining materials focusing on Company policies,

practices and procedures relat cyholder service and claims.
= The Company’s producers ha ccess to electronic policy and procedures manuals

through the Company’s ag portal.

Controls Assessment: The following controls ;e&;ed as part of this Standard and Standard
t

corroborating inquiry app e sufficiently reliable to be considered in determining the extent

of transaction test
Transaction Testi ocedure: RNA interviewed Company personnel with responsibility for
developing istributing producer training materials.

Tran sting Results:

Q indings: None.

Observations: The Company appears to have a process for ensuring that producer
training materials are accurate and reasonable.

Controls Reliance: Con%y d via documentation inspection, procedure observation and/or
eaares.

Recommendations: None.
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Standard 111-3. Company communications to producers are in compliance with applicable
statutes, rules and regulations.

Obijective: This Standard addresses whether the written and electronic communication between
the Company and its producers is in accordance with applicable statutes, rules and regulations.

Controls Assessment: See Standard 111-2.

Controls Reliance: See Standard I11-2. 4{
Transaction Testing Procedure: RNA interviewed Company personnel with re‘@w}hy for

developing and distributing producer communications.

Transaction Testing Results: C

Findings: None.

Observations:  The Company appears to have a;s for ensuring that its

communications to producers are accurate and reaso .

Recommendations: None. Q%

Standard 111-4. Company mass marketi f property and casualty insurance is in
compliance with applicable statutes, rul gulations.

M.G.L.c.175,§193R

No work performed. This Standa not covered in the scope of examination because the
Company does not offer affini p discounts for homeowners’ policies.

N
O
&
&
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V. PRODUCER LICENSING

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard IV-1. Company records of licensed and appointed (if applicable) produceks agree
with department of insurance records.

18 U.S.C. § 1033; M.G.L. c. 175, 88 1621 and 162S; Division of Insurance Bnﬂ®§98—ll

and 2001-14.

Objective: The Standard addresses licensing and appointment of the C %s producers.

tiate insurance in the
ch producer shall not act as
y the Company pursuant to

M.G.L c. 175, 8§ 162l requires that all persons who solicit, se
Commonwealth be licensed for that line of authority. Further, a
an agent of the Company unless the producer has been ap e
M.G.L c. 175, § 162S.

Pursuant to 18 U.S.C. § 1033 of the Act, it is a eriminal offense for anyone “engaged in the
business of insurance” to willfully permit a “prohibkited person” to conduct insurance activity
without written consent of the primary in ce regulator. A “prohibited person” is an
individual who has been convicted of an involving dishonesty or a breach of trust or
certain other offenses, who willfully e @ he business of insurance as defined in the Act.
In accordance with Division of Insurance etins 1998-11 and 2001-14, any entity conducting
insurance activity in Massachusetts _has responsibility of notifying the Division, in writing, of
all producers and employees agctin gents who are affected by this law. Those individuals
may either apply for an exempti m the law, or must cease and desist from their engagement
in the business of insuran

Controls Assessment: % lowing key observations were noted in conjunction with the review
of this Standard:

s appointment procedures are designed to comply with the statutory
t that a producer be appointed as agent within 15 days from the date the
% ontract is executed, or from when the first policy application is received.

-@ ompany’s policy is to seek approval of the Division regarding the appointment of
Q y “prohibited person” as noted above when it wishes to appoint such a person.

The Company maintains an automated producer database that tracks all terminations,
appointments and other licensing changes related to its appointed agents.

= The Company verifies that producers are properly licensed for the lines of business to be
sold in Massachusetts prior to contracting with them as agents.

= All appointed agents are required to enter into a written contract with the Company prior
to selling business. Standard contract terms and conditions address proper licensure,
maintenance of records, binding authority, claim reporting, commission rates, premium
accounting, advertising, and termination/suspension provisions. The standard contract
also gives the agent exclusive control over expirations and records.
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= The Company requires its appointed agents to maintain E&O coverage.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer
contracting and processing of agent appointments. RNA reviewed evidence of agent
appointments in conjunction with testing of 10 homeowners’ policies renewed dﬁthe

examination period. RNA verified that the sales agent for each policy was include the
Division’s list of the Company’s appointed agents at the time of sale.

Transaction Testing Results: ‘%\)

Findings: None.

Observations: Based on the results of testing, the producers policies during the
examination period were included on the Division’s list ompany’s appointed
agents at the time the policies were issued.

Recommendations: None.

Standard IVV-2. Producers are properly Ilcen e d appointed (if required by state law) in
the jurisdiction where the application was

18 U.S.C. § 1033; M.G.L. c. 175, 88§ 1 62S; Division of Insurance Bulletins 1998-11
and 2001-14.

See Standard 1V-1. YW

Standard 1V-3. Te of producers complies with applicable statutes regarding
notification to th% and notification to the state, if applicable.
M.G.L. c. 175;

Objecti This’Standard addresses the Company’s termination of producers in accordance with
appli@ utes requiring notification to the state and the producer.

P&ant to M.G.L. c. 175, § 162T, the Company must notify the Division within 30 days of the
effective date of the producer’s termination, and if the termination was for cause as defined in
M.G.L. c. 175, § 162R, must notify the Division of such cause.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:
= The Company’s policy and practice is to notify the Division of agent terminations as
required by statute.

= The Company’s policy and practice is to notify the Division of the reason for agent
terminations when the termination is “for cause.”
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= The Company has a process for notifying agents of their termination in compliance with
statutory and contractual requirements.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed individuals with responsibility for producer

contracting and termination processing.

Transaction Testing Results: \A){
Findings: None. ‘%

Observations:  The review indicated that the Company appears.to a process for
notifying the Division when it terminates agent appointments.)%)

Recommendation: None. %

Standard IVV-4. The company’s policy of producer ap tments and terminations does not
result in unfair discrimination against policyholders.

Objective:  The Standard addresses the C n&y’s policy for ensuring that producer
appointments and terminations do not unfairly@m nate against policyholders.

Controls Assessment: Refer to Standar I@nd IV-3.

Controls Reliance: Refer to Standards 1\V-1 and 1V-3.

Transaction Testing Proced
contracting and processi
homeowners’ policies

any evidence of
policies regardin ‘@

Transaction ﬁst Results:

A interviewed individuals with responsibility for producer
ointments and terminations. In conjunction with testing of 10
during the examination period, RNA reviewed documentation for
iscrimination against policyholders resulting from the Company’s
r appointments and terminations.

s: None.
‘% bservations: The testing of homeowners’ policies noted no evidence of unfair
discrimination against policyholders resulting from the Company’s policies regarding
producer appointments and terminations.

Recommendations: None.
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Standard IV-5. Records of terminated producers adequately document reasons for
terminations.

M.G.L. c. 175, 88 162R and 162T.

Objective: The Standard addresses the Company’s documentation of producer terminations.

Pursuant to M.G.L. c. 175, § 162T, the Company must notify the Division within 30 days of the
effective date of the producer’s termination, and if the termination was for cause as-defineg in

M.G.L. c. 175, § 162R, the Company must notify the Division of such cause. é
Controls Assessment: Refer to Standard 1V-3. 0

Controls Reliance: Refer to Standard IV-3. %
Transaction Testing Procedure: RNA interviewed individuals wi%%%sibility for producer
contracting and termination processing.

Transaction Testing Results: ,@

Findings: None.

Observations: The review indicate the”Company appears to have a process for
ensuring that its records document@ use of terminations.

Recommendations: None. (ﬁ\

Standard IV-6. Producer acc current (account balances) are in accordance with the
producer’s contract with-the pany.

Company direct remiums, thus, excessive debit account balances are not a significant
issue. If materi t account balances existed, they would be evaluated in the scope of the
statutory finéﬁ(g xamination of the Company.

No work performe @Etandard is not covered in the scope of examination because the
Y
bi
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V. POLICYHOLDER SERVICE

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard V-1. Premium notices and billing notices are sent out with an adequate amount of
advance notice.

Objective: This Standard addresses efforts to provide policyholders with suffi M\/ance
notice of premiums due and notice of cancellation due to non-payment.

of this Standard:

= The Company direct bills most policyholders, who genera
billing notice from the Company 30 - 45 days prior to the
The Company includes a policy declaration page indica % e coverage type and policy
limits, and the applicable premium due, with the reng val bi Ing notice.

ifling notices through its policy

payments are due.

= Company policy generally requires a 2 prémium down payment at the time of

renewal. The remaining premium and“applicable service charges are direct billed to
policyholders in up to 10 installme&

= All installment billing notices .eontain disclosures regarding grace periods and policy
cancellation for non-paymen N\lum.

Controls Assessment: The following key observations were noted in conjn@;tigth the review

eceive a renewal and

Controls Reliance: Controls teste documentation inspection, procedure observation and/or
corroborating inquiry appear, iciently reliable to be considered in determining the extent

of transaction testing pro%.

Transaction Testing.Procedure: RNA interviewed Company personnel with responsibility for
policyholder ser &% reviewed billing notice dates for 10 homeowners’ policies for the
examination period; and reviewed installment and interest charges on a limited basis.

Transa@nq Results:
@ﬂ: None.

Q Observations: The premium and billing transactions tested were processed according to
the Company’s policies and procedures. Based upon the results of testing, the
Company’s processes for mailing billing notices with adequate advance notice, and
properly applying monthly service charges on installment payments appear to be
functioning in accordance with its policies, procedures, and statutory requirements.

Recommendation: None.
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Standard V-2. Policy issuance and insured requested cancellations are timely.

M.G.L. c. 175, §187B.

Objective: This Standard addresses the Company’s procedures to ensure customer cancellation
requests are processed timely. Objectives pertaining to policy issuance are included in
Underwriting and Rating Standard VI-16. Return of premium testing is included in Underwriting
and Rating Standard V1-25.

Pursuant to M.G.L. c. 175, § 187B, insurers are required to return unearned pre f$ﬂ a
reasonable time upon receipt of the policyholder’s request to cancel.

Controls Assessment: The following key observations were noted in conjuncti@ the review
of cancellation and withdrawals under this Standard: ;

= Company policy is to cancel policies upon notification fr
policyholder’s request, and to process premium refunds in a'%
r.o

= The Company refunds unearned premium to the policy
basis pursuant to statutory and regulatory guidelines.

producer of the
nner.

a pro-rata or short rate

corroborating inquiry appear to be sufficiently reliable:to onsidered in determining the extent

Controls Reliance: Controls tested via documentationﬁ' ion, procedure observation and/or
of transaction testing procedures.

Transaction Testing Procedure: RNA inteﬂ% Company personnel with responsibility for
policyholder service, and tested three ins q ested homeowners’ policy cancellations for the
examination. RNA reviewed evidence gach cancellation request was processed timely.

Transaction Testing Results: Yy
Findings: None. @

Observations insured-requested cancellations tested were processed timely

accordin t mpany’s policies and procedures. Based upon the results of testing,
the Co% ’s processing of insured-requested cancellations appears to be functioning

in acgo with its policies, procedures, and statutory requirements.

Recomﬁé\nf_ms: None.

Sta&@rd V-3. All correspondence directed to the company is answered in a timely and
responsive manner by the appropriate department.

Objective: This Standard addresses the Company’s procedures to provide timely and responsive
information to customers by the appropriate department. Complaints are covered in the
Complaint Handling section. Claims are covered in the Claims section.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:
= The Company has approximately 25 customer service representatives who answer
policyholders’ general questions about their policies or billing matters.
= The Company considers its producers as having the primary relationship with the
policyholder, and since customer service representatives are not licensed producers,
policyholders must request endorsements and policy changes through the producer.
Policyholders who request such changes through customer service can be transferred to
the producer for servicing.
= The Company monitors customer service call waiting times, call abandon ratés and
individual customer service representatives’ per call time use, to ensure that a te
resources are available to address customer inquiries.
Controls Reliance: Controls tested via documentation inspection, procedure %’[IOH and/or

corroborating inquiry appear to be sufficiently reliable to be considered in Sete ng the extent

of transaction testing procedures.

ures with Company
iting, rating, policyholder
entation showing customer
bandon rate.

Transaction Testing Procedure: RNA discussed correspondenc
personnel and reviewed correspondence in conjunction with u
service and claim standards. RNA also obtained and review
service representatives’ per call time use and the overall ¢

Transaction Testing Results: Q

Findings: None.

Observations: Based upon a rev@ eneral correspondence between policyholders
and the Company regarding ing, rating, policyholder service and claims, and
review of the above information, it appears that the Company handles customer inquiries

and correspondence direct it'in a timely and responsive manner.

Recommendations: None. @

Standard V-4. Clai Wtory and loss information is provided to insured in timely manner.

Objective: %Standard addresses the Company’s procedures to provide history and loss
ﬁé@@insureds in a timely manner.
Caontr ssessment: The following key observations were noted in conjunction with the review
oft?hﬁStandard
= The Company’s producers and the Company’s claims personnel have access to claims
history and paid loss information from a private Comprehensive Loss Underwriting
Exchange database.

= The Company’s policy is to provide, or ask the producer to provide a policyholder with
their claim history and paid loss information upon request.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or

corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA discussed with Company personnel policy and procedures

related to the Company’s response to policyholder inquiries regarding claims history and paid
loss information.

Transaction Testing Results:

Observations:  The testing of underwriting and rating, claims, @%M and
I

Findings: None. '«

policyholder service noted no evidence of the Company failing to respm icyholder

inquiries on claim history and paid loss information.

Recommendations: None. @3

Standard V-5. Whenever the company transfers the obli \ns)of its contracts to another
company pursuant to an assumption reinsurance agr the company has gained the
prior approval of the insurance department and the y has sent the required notices
to affected policyholders.

No work performed. The Company does not g@]t assumption reinsurance agreements.

<

&0

@Y‘
%@‘1‘

Q%
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V1. UNDERWRITING AND RATING

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures, (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard VI-1. The rates charged for the policy coverage are in accordance with filed rates
(if applicable) or the company’s rating plan.

General: M.G.L. c. 175, § 193R. A{

Property/Liability: M.G.L. c. 174A, 885, 6 and 9; M.G.L. c. 175 § 111H; 211 CM .00.

Obijective: This Standard addresses whether the Company is charging premi@s;g properly
filed rates.

M.G.L. c. 175, 8 193R permits affinity group discounts based upon %r}; for all policies.

Pursuant to M.G.L. c. 174A, § 5, fire rates shall be based on pas@n spective loss experience,
during a period of not less than the most recent five-year r which such experience is
available. In considering catastrophe hazards with respect to hemeowners’ insurance rates, the
Commissioner shall consider catastrophe reinsurance an rs relating thereto. Fire rates shall
also consider a reasonable margin for underwritin it and contingencies. Finally, such rates
shall not be excessive, inadequate or unfairly di %atory. M.G.L. c. 174A, § 6 requires the
filing of fire rates with the Commissioner, an .L7c. 174A, 8§ 9 requires insurers to use such
filed rates, unless the insurer obtains appro he Commissioner for a rate deviation.

M.G.L. c. 175, § 111H requires tha r%o icy providing lead liability coverage be subject to
rules and regulations set forth Commissioner, and 211 CMR 131.00 prescribes
requirements for filing lead liabilit rage rates with the Division.

Controls Assessment: Th
of Standards VI-1 and M-

= The Comp % written underwriting and rating policies and procedures which are
designe sonably assure consistency in classification and rating.

" CO% cy prohibits unfair discrimination in the application of premium discounts

ing key observations were noted in conjunction with the review

and s rges, and in the application of the general rating methodology, in accordance
statutory and regulatory requirements.

Q) pany policy requires that homeowners’ rates be based on ISO rates. The Company

es such rates with the Division to comply with statutory and regulatory requirements.
Homeowners’ rating criteria include territory, coverage amount and type, protection
class, structure type, construction age and deductible choice.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process, and reviewed other rating information. RNA selected four
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homeowners’ policies renewed during the examination period to test rate classifications and
premiums charged. RNA verified that each policy’s premium, discounts and surcharges complied
with statutory and regulatory requirements, and with homeowners’ rates filed with the Division.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company calculates
policy premium, discounts and surcharges in compliance with statutory requirements, as
well as rates filed with the Division.

Recommendations: None. ‘@)

Standard VI1-2. Disclosures to insureds concerning rates and cov re accurate and
timely.

Property/Liability: M.G.L. c. 175, §§ 99 and 99A; M.G.L. c. ¥74A,

Objective: This Standard addresses whether all mandate clesures for rates and coverages are
documented in accordance with statutes and regulatio(ﬁ; ely provided to insureds.

Pursuant to M.G.L. ¢. 175, § 99 and 99A num%s isclosures and requirements must be
included on a standard fire policy. Pursuant to M.G.L. c. 174A, § 11, rating organizations and
insurers shall furnish rate information to d within a reasonable time after receiving a

written request.
g@ervaﬂons were noted in conjunction with the review

s The Company has wi icies and procedures for processing renewal business.

= The Company’s ervisory procedures are designed to ensure that renewal business
submissions f cers are accurate and complete, including the use of all Company

required fo instructions
s The Co%%’s insurance policies provide disclosures as required by statutory and

regul\ idelines.

ControLﬁlhnce: Controls tested via documentation inspection, procedure observation and/or
corrobor ihg inquiry appear to be sufficiently reliable to be considered in determining the extent
r ion testing procedures.

Controls Assessment: The followi
of this Standard:

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process, and selected 10 homeowners’ policies renewed during the examination
period to test for timely disclosure of rates and coverage.

Transaction Testing Results:

Findings: None.
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Observations: Based upon testing, the Company appears to provide required coverage
disclosures to insureds upon renewal in accordance with statutory guidelines.

Recommendations: None.

Standard VI-3. The company does not permit illegal rebating, commission cutting or
inducements.

M.G.L. c. 175, 8§ 182, 183 and 184; M.G.L. c. 176D, § 3(8).

Objective: This Standard addresses illegal rebating, commission cutting and ind w and
requires that producer commissions adhere to the commission schedule.

or allow, or offer to pay or allow any valuable consideration or induc t specified in the
policy or contract. Similarly, under M.G.L. c. 176D, § 3(8), it is an i od of competition
to knowingly permit or make any offer to pay, allow or give as ind any premium rebate ,
any other benefits or any valuable consideration or inducement n ified in the contract.

Pursuant to M.G.L. c. 175, 8§ 182, 183 and 184, the Company, or any agg:tt f, cannot pay

of this Standard:
= The Company has procedures for paying p rs’ commissions in accordance with its

home office approved written contracts.
= The Company’s producer contracts,»%"gts home office policies and procedures, are

designed to comply with provis tained in statutory underwriting and rating
requirements that prohibit speciakinducements and rebates.

Controls Assessment: The following key observations wa%gp in conjunction with the review

Controls Reliance: Controls teste ocumentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing proced

Transaction Testing &ure: RNA interviewed individuals with responsibility for
commission proc d producer contracting. RNA also inspected producer contracts,
producer trainin% terials and manuals for indications of rebating, commission cutting or

inducementsx
Transac%T_es ing Results:
,@%dim@: None.

Observations: Based on review, it appears that the Company’s processes for prohibiting
illegal acts, including special inducements and rebates, are functioning in accordance
with Company policies, procedures and statutory requirements.

Recommendations: None.
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Standard VI1-4. Credits and deviations are consistently applied on a non-discriminatory
basis.

General: M.G.L. c. 175, § 193R.
Property/Liability: M.G.L. c. 174A,885,6 and 9; M.G.L. c. 175, § 111H; 211 CMR 131.00.

Objective: This Standard addresses whether unfair discrimination is occurring in the application
of premium discounts and surcharges.

M.G.L. c. 175, § 193R permits affinity group discounts based upon experience for all@

Pursuant to M.G.L. c. 174A, 8§ 5, fire rates shall be based on past and prospective‘l% erience,
during a period of not less than the most recent five-year period for which @e erience is
available. In considering catastrophe hazards with respect to homeowners. i nce rates, the
Commissioner shall consider catastrophe reinsurance and factors relatin %o. Fire rates shall
also consider a reasonable margin for underwriting profit and conti “Finally, such rates
shall not be excessive, inadequate or unfairly discriminatory. M. A 74A, 8 6 requires the
filing of fire rates with the Commissioner, and M.G.L. c. 174A,® ires insurers to use such
filed rates, unless the insurer obtains approval from the Com i for a rate deviation.

M.G.L. c. 175, 8 111H requires that any policy provi %ﬁ liability coverage be subject to
rules and regulations set forth by the Commi er) and 211 CMR 131.00 prescribes
requirements for filing lead liability coverage rates the Division.

Controls Assessment: See Standard VI-1. 0

Controls Reliance: See Standard VI-Q

Transaction Testing Procedure
the underwriting process, .«a

homeowners’ policies tha
premiums charged. RNA

applied on a non-d% )
Transaction Testi sults:

Q’ dings: None.
Q( E;k_) ervations: Based on the results of testing, it appears that the Company applies

redits and deviations consistently on a non-discriminatory basis.

Recommendations: None.
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Standard VI-5. Schedule rating or individual risk premium modification plans, where
permitted, are based on objective criteria with usage supported by appropriate
documentation.

No work performed. This Standard is not covered in the scope of examination because the
Company does not offer commercial lines coverage.

Standard VI1-6. Verification of use of the filed expense multipliers; the compan should be
using a combination of loss costs and expense multipliers filed with the Departn*fg(&)

No work performed. This Standard is not covered in the scope of examir@ ;ecause the
Company does not offer workers’ compensation insurance. C

rating factors.

Standard VI-7. Verification of premium audit accuracy @@ﬁoper application of

No work performed. This Standard is not covered i @pe of examination because the
Company does not offer workers’ compensation insu%

Standard VI1-8. Verification of experience m@itation factors.

No work performed. This Standar@ covered in the scope of examination because the
Company does not offer workers’ W sation insurance.

Standard VI1-9. Verific@loss reporting.

No work perf % This Standard is not covered in the scope of examination because the
Company d t offer workers’ compensation insurance.

Standard, V1-10. Verification of company data provided in response to the NCCI call on
es.

No work performed. This Standard is not covered in the scope of examination because the
Company does not offer workers’ compensation insurance.
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Standard VI-11. The company underwriting practices are not unfairly discriminatory. The
company adheres to applicable statutes, rules and regulations and company guidelines in
the selection of risks.

Property/Liability: M.G.L. c. 175, 8§ 4C, 95B and 193T.

Objective: This Standard addresses whether unfair discrimination is occurring in insurance
underwriting.

Pursuant to M.G.L. ¢. 175, § 4C, no insurer shall take into consideration when decidi glvmxw\;her
to provide, renew, or cancel homeowners’ insurance the race, color, religious ¢ %tional
origin, sex, age, ancestry, sexual orientation, children, marital status, veteran statu%r ceipt of
public assistance or disability of the applicant or insured. M.G.L. c. 175, § tes that no
it distinction or
ngth of coverage,

policy based upon

insurer shall cancel, refuse to issue or renew, or in any way make or pe
discrimination in the amount or payment of premiums or rates charged i
or in any other of the terms and conditions of a residential property
information that an applicant or policy owner, or any member of thei ily, has been a victim
of domestic abuse. M.G.L. c. 175, § 193T prohibits discrimina d on blindness or partial
blindness, mental retardation or physical impairment, unl teh/ discrimination is based on
“sound actuarial principles or is related to actual experien

of this Standard:
= Company policy and practice pr
accordance with statutory requiren'mLI
= Written Company underwritin @& es are designed to reasonably assure appropriate
acceptance and rejection of r&

Controls Reliance: Controls te ia documentation inspection, procedure observation and/or
corroborating inquiry appea ff|C|entIy reliable to be considered in determining the extent
of transaction testing pro re

Controls Assessment: The following key observatk% eré noted in conjunction with the review
f

air discrimination in underwriting in

Transaction Testing“Procedure: RNA interviewed Company personnel with responsibility for
the underwritin ess, and selected 10 homeowners’ policies that renewed during the
examination peri est for evidence of unfair discrimination in underwriting.

Transactioh Testing Results:

Q ndings: None.
Observations: Based on the results of testing, RNA noted no evidence that the
Company’s underwriting practices are unfairly discriminatory.

Recommendations: None.
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Standard VI1-12. All forms and endorsements forming a part of the contract are listed on
the declaration page and should be filed with the department of insurance (if applicable).

General: M.G.L. c. 175, 8 2B and 192.
Property/Liability: M.G.L. c. 175, 88 99, 99B, and 111H; 211 CMR 131.00.

Objective: This Standard addresses whether policy forms and endorsements are filed ‘&hthe

Division for approval.

Pursuant to M.G.L. c. 175, § 2B, policy form language, size and content standards wlicies
must meet statutory requirements for readability and understanding. Pursuant to.M:G L. 175, §
192, endorsements are part of policy forms and must be filed with the Divisio roval prior to
use.

policy language set forth in that section and, according to M.G, , 8 99B, condominium
o use. M.G.L.c. 175, §

ject to rules and regulations
that forms be filed with and

Pursuant to M.G.L. c. 175, 8§ 99 homeowners’ policy forms must%%r} o0 the standards for
r

and tenant policies must be filed with the Division for approva
111H requires that any policy providing lead liability covera%

0
set forth by the Commissioner, and 211 CMR 131.00-4equi
approved by the Division for homeowners’ lead liabili erage.

of this Standard:

Controls Assessment: The following key observ, t&were noted in conjunction with the review
s Company policy requires that é

anges to homeowners’ policy forms and
ed by the Division.

s Company policy requires that®its producers use approved forms and endorsements as
guidelines when providingw to customers.

Controls Reliance: Contr
corroborating inquiry appeal

of transaction test ures.

Transaction Testi ocedure: RNA interviewed Company personnel with responsibility for
the underwrlﬁ%O rocess. RNA also selected 10 homeowners’ policies renewed during the
examinatien period to test for the use of approved policy forms and endorsements in compliance
with equirements.

@ on Testing Results:

Findings: None.

t via documentation inspection, procedure observation and/or
e sufficiently reliable to be considered in determining the extent

o

Observations: Based on the results of testing, it appears that the Company is using
approved policy forms and endorsements in compliance with statutory requirements.

Recommendations: None.
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Standard VI-13. The producers are properly licensed and appointed (if required) in the
jurisdiction where the application was taken.

See Standards V-1 and V-2 in the Producer Licensing Section.

Standard VI-14. Underwriting, rating and classification are based on adequate information
developed at or near inception of the coverage rather than near expiration, or following a
claim. & &

Objective: This Standard addresses whether underwriting, rating and classification S?’éns are
based on adequate information developed at or near inception of the coveragé an near

expiration or following a claim.

Controls Assessment: The following key observations were noted in ¢ '@n with the review
of this Standard:

= Written Company policies and procedures are deS|gned 0 ably assure consistency
in application of underwriting guidelines, rating clas ns premium discounts and
surcharges determined at or near the inception of

s The Company has written underwriting gwd
information obtained at or near the inception
m  The Company files homeowners’ rates wi he ivision to comply with statutory and

regulatory requirements. The Company’s rating process is designed to ensure that
consistent and filed rates are used 36 he inception of coverage.

omeowners’ policies based on

Controls Reliance: Controls tested Qmentatlon inspection, procedure observation and/or
corroborating inquiry appear to bew%f&: reliable to be considered in determining the extent

of transaction testing procedure

Transaction Testing Pro re;. RNA interviewed Company personnel with responsibility for

the underwriting pr NA selected 10 homeowners’ policies renewed during the

examination peri % hether underwriting, rating and classification are based on adequate
a

information dev t or near inception of coverage.

Transaction ﬁq Results:

ings: None.
Q Observations: Based on the results of testing, it appears that the Company is using
underwriting, rating and classification guidelines that are based on adequate information
developed at or near inception of coverage.

Recommendations: None.
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Standard VI1-15. File documentation adequately supports decisions made.

Objective: This Standard addresses whether policy file documentation adequately supports
decisions made in underwriting and rating.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

m  Company policy requires that the underwriting files support its underwriting and_rating
bj}I

decisions. Most policy source information and related documentation is maintained and
controlled by the Company, while some policy documentation may be maintained he
producer. a\)

= Producers are responsible for completing applications for new busines btaining
information needed to properly underwrite and rate the policy. PIy completed
applications include both the producer’s and the applicant’s signatur
= Company underwriting personnel review renewal transacti
internal consistency, and periodically verify under
inspections, inquiries of producers, etc. Q
n

Controls Reliance: Controls tested via documentation in &! procedure observation and/or
corroborating inquiry appear to be sufficiently reliabl@ idered in determining the extent

completeness and
nformation through

of transaction testing procedures.

the underwriting process, and selected 10 ho rs” policies renewed during the examination

period to test whether the policy files ad pport decisions made.

Transaction Testing Results: &
Findings: None. E :

Observations: the results of testing, it appears that policy files adequately

supported dec@s ade.
Recommendatio%%ne.

Transaction Testing Procedure: RNA intervi%ed mpany personnel with responsibility for

Standa -16. Policies and endorsements are issued or renewed accurately, timely and
comﬁle%

Obigive: This Standard addresses whether the Company issues policies and endorsements
timely and accurately.

Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= Company policy requires the use of policy forms and endorsements which are approved
by the Division. Producers are required to use such approved forms and endorsements as
guidelines when providing quotes to customers.
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= Any changes in policy coverage must be requested through the producer, who must
timely process such requests.

= Company policy requires that all applications submitted by producers be reviewed by the
underwriting department to ensure that they are complete and internally consistent.

= Company procedures include sending a renewal notice to the policyholder prior to the
policy renewal effective date.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining t%ent

of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel with responsibitity for
the underwriting process. RNA selected 10 homeowners’ policies and five h ners policy
endorsements renewed or processed during the examination period, to tes ther renewal

policies and endorsements were issued timely, accurately and completely. ( :

Transaction Testing Results: C@

Findings: None.

issues renewal policies and endorsements ti , rately and completely.

Recommendations: None. 2 )

Observations: Based on the results of testingi rs that the Company generally

Standard VI-17. Audits when requir. are.conducted accurately and timely.

No work performed. This Standard is not covered in the scope of examination because the
Company does not perform audits on personal lines coverage.

Standard VI-18. diny verifies that VIN number submitted with application is valid
and that the co mbol is utilized.

No work.perforgned. This Standard is not covered in the scope of examination because the
Comp not sell automobile insurance.

Standard VI-19. The company does not engage in collusive or anti-competitive
underwriting practices.

M.G.L. c. 176D, §§ 3(4) and 3A.

Objective: This Standard addresses whether the Company has engaged in any collusive or anti-
competitive underwriting practices.
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Pursuant to both M.G.L. c. 176D, § 3(4) and M.G.L. c. 176D, 8 3A, it is an unfair method of
competition and an unfair or deceptive act or practice in the business of insurance to enter into
any agreement, or to commit any act of boycott, coercion or intimidation resulting in, or tending
to result in, unreasonable restraint of, or monopoly in, the business of insurance.

Controls Assessment: Company policy requires that the underwriting department apply
consistent underwriting practices, and that no underwriter or producer shall engage in collusive or
anti-competitive practices.

Controls Reliance: Controls tested via documentation inspection, procedure observation nd/or
corroborating inquiry appear to be sufficiently reliable to be considered in determlnl nt
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel wit b:\-pSIblhty for
the underwriting process, and selected 10 homeowners’ policies renewed duri examination
period to determine whether any underwriting practices appeared collu@tl competitive.

Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, noted no instances where the
Company’s underwriting policies and practices.appeared collusive or anti-competitive.

Recommendations: None. % >»

Standard VI-20. The company und i practices are not unfairly discriminatory. The
company adheres to applicable statutes, rules and regulations in application of mass

marketing plans.

No work performed. Thi rd is not covered in the scope of examination because the
Company does not use eting plans or offer affinity group discounts.

Standard VI- group personal lines property and casualty policies and programs
meet minim uirements.

No %ﬁ)rmed. This Standard is not covered in the scope of examination because the
C does not offer group products.

X

Standard V1-22. Rejections and declinations are not unfairly discriminatory.

Property/Liability: M.G.L. c. 175, 88 4C, 95B and 193T.

Objective: This Standard addresses the fairness of application rejections and declinations.

Pursuant to M.G.L. c. 175, § 4C, no insurer shall take into consideration when deciding whether
to provide, renew, or cancel homeowners’ insurance the race, color, religious creed, national
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origin, sex, age, ancestry, sexual orientation, children, marital status, veteran status, the receipt of
public assistance or disability of the applicant or insured. M.G.L. c. 175, § 95B notes that no
insurer shall cancel, refuse to issue or renew, or in any way make or permit any distinction or
discrimination in the amount or payment of premiums or rates charged, in the length of coverage,
or in any other of the terms and conditions of a residential property insurance policy, based upon
information that an applicant or policy owner, or any member of their family, has been a victim
of domestic abuse. M.G.L. c. 175, § 193T prohibits discrimination based on blindness or partial
blindness, mental retardation or physical impairment, unless such discrimination is based on
“sound actuarial principles or is related to actual experience.”

Controls Assessment: The following key observations were noted in conjunction with tww
of this Standard:

s Company policy prohibits unfair discrimination in underwriting in ce with
statutory requirements.

= Written Company underwriting guidelines are designed to reason@\y assure appropriate

acceptance and rejection of risks for all lines of business..

s Company policy allows for cancellation of homeowners’ paolicie ere the nature of the
risk at inception has changed to an unacceptable risk duri verage period.

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable t idered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA intervie
the underwriting process, and selected five
during the examination to ensure that
policyholders.

ed ‘€ompany personnel with responsibility for
mpany-initiated homeowners’ policy cancellations
pany did not unfairly discriminate against

Transaction Testing Results:

Findings: None. A@E

Observatlons on the results of testing, company-initiated cancellations do not

appear to b y discriminatory.
Recommend @§

Stanerm -23. Cancellation/non-renewal and declination notices comply with policy
U and state laws and company guidelines.

General: M.G.L.c. 175, § 187C.
Property/Liability: M.G.L. c. 175, 8§ 99 and 193P.

Objective: This Standard addresses notice to policyholders for cancellation, non-renewal and
declinations, including advance notice before expiration for cancellation and non-renewals.

Pursuant to M.G.L. c. 175, § 187C any Company shall effect cancellation of any policy by
serving written notice thereof as provided by the policy and by paying the full return premium
due.
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Pursuant to M.G.L. c. 175, § 99, any Company may cancel property/liability coverage by giving
the insured five days written notice of cancellation, and 20 days written notice of cancellation to
the mortgagee to whom the policy is payable, except where the stated reason for cancellation is
nonpayment of premium, where 10 days written notice of cancellation is required. M.G.L. c. 175,
8§ 193P requires an insurer to give written notice to the insured of its intent not to renew a policy
at least 45 days prior to the expiration of the policy, and must state the specific reasons for such
decision.

of this Standard:

= Company policy requires that written cancellation notice be given in acc
statutory requirements. The Company’s practice is to give at least 20 day
to the policyholder prior to the effective date for homeowners’ c
Company’s general practice is to give notice to the producer, who@
communicating the pending action to the policyholder. %

= Company policy requires that homeowners’ policyholders be days notice prior

to non-renewal. The Company communicates the pending d the reasons for it to
policyholders in writing.

Controls Assessment: The following key observations were noted in conjunction with thlai:w
nc

ith

sponsible for

Controls Reliance: Controls tested via documentation in %r) procedure observation and/or
corroborating inquiry appear to be sufficiently reliable @m dered in determining the extent
of transaction testing procedures.

the underwriting process, and selected five y-initiated homeowners’ policy cancellations
from the examination period to test comp ith notice requirements. There were no non-

renewals during the examination DEFK
Transaction Testing Results:

Findings: None. ‘@

Observatlons on the results of testing, the Company appears to comply with
notice req for company-initiated cancellations.

RecommendaA{Iﬂ;None.

Transaction Testing Procedure: RNA mterw% mpany personnel with responsibility for

Standard W1-24. Cancellation/Non-renewal notices comply with policy provisions and state
Ia%‘n ding the amount of advance notice provided to the insured and other parties to
h

the tract.

General: M.G.L.c. 175, § 187C.
Property/Liability: M.G.L. c. 175, 8§ 99 and 193P.

See Standard V1-23 for testing of this standard.

42




Standard VI1-25. Unearned premiums are correctly calculated and returned to appropriate
party in a timely manner and in accordance with applicable statutes, rules and regulations.

General: M.G.L. c. 175, 88§ 187B and 187C.

Objective: This Standard addresses return of correctly calculated unearned premium in a timely
manner when policies are cancelled.

Pursuant to M.G.L. c. 175, § 187B, a company is required to refund the proper amount of
unearned premium upon any policy termination. Under M.G.L. c. 175, § 187 Wpany
canceling a policy of insurance must tender the full return premium due, WithO\ﬁ%L ions, at
the time the cancellation notice is served on the insured.

of this Standard:
= Company policy requires that premium refunds be calcul

= The Company calculates unearned premium for home
method. \

Controls Assessment: The following key observations were noted in c%%)n with the review

ed=properly and paid timely.
s’ policies using the pro-rata

Controls Reliance: Controls tested via documentation i g;tion, procedure observation and/or
corroborating inquiry appear to be sufficiently reli considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA intervi éd Company personnel with responsibility for
the underwriting process, and selected ured-requested homeowners’ cancellations from
the examination period to test for time% ent of properly calculated premium refunds.

Transaction Testing Results: YW
Findings: None%
Observatio :.ed on the results of testing, premium refunds appear to be calculated
properly Q

turned timely.

Recommenda > None.

SQ‘;E@VI-ZG. Rescissions are not made for non-material misrepresentation.
General: M.G.L.c. 175, § 187D.

Obijective: This Standard addresses whether decisions to rescind and to cancel coverage are made
appropriately.

M.G.L. c. 175, 8 187D also allows the cancellation of any policy for nonpayment of premium.
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Controls Assessment: The following key observations were noted in conjunction with the review
of this Standard:
= Company policy requires compliance with underwriting guidelines in accordance with
statutory requirements.

= Written Company underwriting guidelines are designed to reasonably assure appropriate
acceptance and rejection of risks.

= As a general policy, the Company does not rescind policies as of their effective date, but
instead cancels policies as of the date on which it determines recission is appropriate.

Controls Reliance: Controls tested via documentation inspection, procedure observati d/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent

of transaction testing procedures. :§
Transaction Testing Procedure: RNA interviewed Company personnel wit ponsibility for
the underwriting process, and selected five company-initiated homeowne¢ poliey cancellations

from the examination period to test for evidence of improper rescission

Transaction Testing Results:

Findings: None. Q
Observations: Based on the results of testing,.none‘ef the policies were rescinded. RNA

further noted no improper rescission in conj ion/with other underwriting tests.

Recommendations: None. %

Standard VI-27. All policies are c@coded.

Objective: This Standard a he accuracy of statistical coding.
Controls Assessment: lowing key observations were noted in conjunction with the review
of this Standard:
s The Com has written underwriting policies and procedures which are designed to
reasonal sure consistency in classification and rating.

ce Services Office (“1SO”) in a format required by 1SO.
ompany has a process for correcting data coding errors and making changes as

N

Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

" @ policy is to timely report complete and accurate quarterly premium data to the
C

Transaction Testing Procedure: RNA interviewed Company personnel with responsibility for
the underwriting process. RNA selected 10 homeowners’ policies for the period January 1, 2005
through June 30, 2006 for testing of renewal data.
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Transaction Testing Results:

Findings: None.

Observations: Based on the results of testing, it appears that the Company records proper
renewal data.

Recommendations: None.
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VIl. CLAIMS

Evaluation of the Standards in this business area is based on (a) an assessment of the Company’s
internal control environment, policies and procedures (b) the Company’s response to various
information requests, and (c) a review of several types of files at the Company.

Standard VII-1. The initial contact by the company with the claimant is within the
required time frame.

M.G.L. c. 176D, § 3(9)(b). A{

Objective: The Standard addresses the timeliness of the Company’s initial with the
claimant.

Pursuant to M.G.L. c. 176D, § 3(9)(b), unfair claims settlement pr t%include failure to
acknowledge and act reasonably promptly upon communications wi spect to claims arising
under insurance policies.

Controls Assessment: The following key observations were Qconjunction with the review
of Standards VII-1 through VII-13:
= Written Company policies and procedures gom aim handling process.

= A majority of claims are reported throug e Company’s agents. Written claim
forms are received via fax, mail, or ele%on ly. Company policy requires that a claim

file be established and an adjustor assi within 24 hours of its receipt of the notice of
loss. Company policy also require@a t with the claimant within one business day.

= All loss claim files are maintai mainframe based automated claim management

system.
= Company claims managem access the claim system to monitor open claims.
= Company claims mana t periodically reviews open claims to evaluate settlement

nagement uses exception reports to measure operational

= Company cla
effectivene alm processing time.

= The Co %periodically surveys claimants to ask about their experience when filing a
clairu\ ows-up on specific comments after analyzing survey responses.

issues and ensur(i%’H jate reserves have been established.

Controls'Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
ion testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected five
homeowners’ claims processed during the examination period, to evaluate the Company’s
compliance with its claim handling policies and procedures. RNA verified the date each selected
claim was reported to the Company, and noted whether its initial contact with the claimant was
timely acknowledged.
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Transaction Testing Results:

Findings: None.

Observations: The claim transactions tested were processed according to the
Company’s polices and procedures, and the Company’s initial contacts with claimants
were timely. Based upon the results of testing, it appears that the Company’s processes
for making initial contact with claimants are functioning in accordance with its policies,
procedures, and statutory requirements.

Recommendations: None. \A){

Standard VI1I-2. Timely investigations are conducted. :

M.G.L. c. 176D, § 3(9)(c).

Obijective: The Standard addresses the timeliness of the Compan@?ns investigations.

Pursuant to M.G.L. c. 176D, § 3(9)(c), unfair claims sett ntypractices include failure to adopt
and implement reasonable standards for the prompt investi of a claim.

Controls Assessment: See Standard VII-1. Q

Controls Reliance: See Standard VII-1. Q

Transaction Testing Procedure: R@viewed Company personnel to understand its claim
handling processes, and obtained umentation supporting such processes. RNA selected five

homeowners’ claims processe ing the examination period to evaluate the Company’s
compliance with its claim h olicies and procedures, and to verify that investigations are
conducted in a timely m r.

Transaction Testiq@:

ervations: The Company timely investigated the tested claims. Based upon the
s of testing, it appears that the Company’s processes for investigating claims are
ctioning in accordance with its policies, procedures and statutory requirements.

R&xmendaﬁons: None.

Standard V1I-3. Claims are resolved in a timely manner.

General: M.G.L.c. 176D, 8§ 3(9)(f); M.G.L. c. 175, 8§ 28 and 112.

Objective: The Standard addresses the timeliness of the Company’s claim settlements.
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General:

Pursuant to M.G.L. c. 176D, 8 3(9)(f), unfair claims settlement practices include failing to
effectuate prompt, fair and equitable settlements of claims in which liability has become
reasonably clear. In addition, if an insurer makes a practice of unduly engaging in litigation, or of
unreasonably and unfairly delaying the adjustment or payment of legally valid claims, M.G.L. c.
175, 8§ 28 authorizes the Commissioner to make a special report of findings to the General Court.

M.G.L. c. 175, § 112 states that liability of any company under a motor vehicle liability policy, or
under any other policy insuring against liability for loss or damage on account of bodily injury,

death, or damage to property, shall become absolute whenever the loss or damage for w he
insured is responsible occurs, and the satisfaction by the insured of a final judgmen such loss
or damage shall not be a condition precedent to the right or duty of the company t ayment

on account of said loss or damage.

Controls Assessment: See Standard VII-1

Controls Reliance: See Standard VII-1. §)

Transaction Testing Procedure: RNA interviewed Compar]Qp nel to understand its claim
S

handling processes, and obtained documentation supporti processes. RNA selected five
homeowners’ claims processed during the examinatio to verify that claim resolutions
were timely.

Transaction Testing Results: E ;

Findings: None.
Observations: The resol tested claims was timely. Based upon the results of

testing, it appears tha h mpany timely resolves claims in compliance with its
policies and proced with statutory requirements.

Recommendation: No@% -

Standard Vuf@!company responds to claim correspondence in a timely manner.

M.G.L. 6D, 88 3(9)(b) and 3(9)(e).

@) The Standard addresses the timeliness of the Company’s response to all claim
co ondence.

Pursuant to M.G.L. c. 176D, § 3(9)(b) and 3(9)(e), respectively, unfair claims settlement practices
include failure to promptly address communications for insurance claims, and failure to affirm or
deny coverage within a reasonable time after the claimant has given proof of loss.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1.
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Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA selected five
homeowners’ claims processed during the examination period to verify whether claim
correspondence was answered timely.

Transaction Testing Results:

Findings: None.

Observations: RNA noted that correspondence for the claims tested was answered
timely. Based upon the results of testing, it appears that the Company timely resp to
claim correspondence in compliance with its policies, procedures statutory
requirements.

Recommendations: None. : Q

Standard VI1I-5. Claim files are adequately documented.

Objective: The Standard addresses the adequacy of inf gc\ maintained in the Company’s
claim records.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1. '\: k
;e

Transaction Testing Procedure: RN m? wed Company personnel to understand its claim
handling processes, and obtained docu ation supporting such processes. RNA selected five
homeowners’ claims processed u%ﬁwe examination period, to verify whether claim files were
adequately documented.

Transaction Testing Resu%

Findings:No

Obsetryations: RNA noted that the files for the tested claims were adequately
umented. Based upon the results of testing, it appears that the Company’s claim
ing processes for documenting claim files are functioning in accordance with its
ies and procedures.

R&amendations: None.
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Standard VII-6. Claims are properly handled in accordance with policy provisions and
applicable statutes, rules and regulations.

General: M.G.L. c. 176D, §§ 3(9)(d) and 3(9)(f), M.G.L. c. 175, §§ 221, 24D, 24E, 24F, 111F,
112, 112C and 193K.
Property/Liability: M.G.L. c. 175, 88 96, 97, 97A, 100, 102; M.G.L. c. 139, § 3B.

Objective: The Standard addresses whether appropriate claim amounts have been pai the
appropriate claimant/payee.

| Q§»

Pursuant to M.G.L. c. 176D, 88 3(9)(d) and 3(9)(f),respectively, unfair clai ent practices
include refusal to pay claims without conducting a reasonable inv n based upon all
available information; and unfair trade practices include failure to
equitable settlements of claims in which liability has become reason ar.

M.G.L. c. 175, § 22I allows companies to retain unpaid p gue from claim settlements.
Claim payments must also comply with M.G.L. c. 4D to intercept non-recurring
payments for past due child support. M.G.L. c. 175 .requires the insurer to exchange
information with the Commonwealth not less than s days prior to making payment to a
claimant who has received public assistance M.G.L. c. 175, § 24F requires
communication with the Commonwealth regarding “Unpaid taxes. Medical reports must be
furnished to injured persons or their attorne rsuant to M.G.L. c. 175, § 111F. In addition,
M.G.L. c. 175, § 112C requires compani s al to an injured party making a claim against an
insured, the amount of the limits of ed’s liability coverage upon receiving a request in
writing for such information. &

M.G.L. c. 175, § 112 states that |
under any other policy insurir
death, or damage to prop

3 |Z'ty of any company under a motor vehicle liability policy, or
against liability for loss or damage on account of bodily injury,
yw-shall become absolute whenever the loss or damage for which the
insured is responsible @ s, and the satisfaction by the insured of a final judgment for such loss
or damage shall n a-eondition precedent to the right or duty of the company to make payment
on account of r damage.

expen o certain professions and occupations, such as physicians or chiropractors.
P@iability Specific:

M.G.L. c. 175, § 96 limits the Company’s liability to the actual cash value of the insured property
when a building is totally destroyed by fire. In addition, if the insured has paid premiums on a
coverage amount in excess of said actual cash value, the statute states the insured shall be
reimbursed the proportionate excess of premiums paid with interest at six percent per year.

M.G.L.@ 193K prohibits discrimination by companies in the reimbursement of proper

M.G.L. c. 175 § 97 requires the Company to pay fire losses to mortgagees of property upon
satisfactory proof of rights and title in accordance with the insurance policy. Further, when a
claim for loss or damage to property exceeds five thousand dollars, M.G.L. ¢. 175 § 97A requires
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the Company to ensure that the claimant submits to the Company a certificate of municipal liens
from the collector of taxes in the city or town wherein such property is located. The Company
shall pay to the city or town any amounts shown on the certificate of municipal liens as
outstanding on the date of loss. The provisions of M.G.L. c. 175 8 97A do not apply to certain
owner-occupied dwellings.

M.G.L. c. 139, § 3B prohibits the Company from paying claims covering loss or damage to a
building or other structure (defined as “dangerous” pursuant to M.G.L. c. 143, § 6) in excess of
one thousand dollars without having given 10 days written notice to the building commissioner or
inspector of buildings appointed pursuant to the state building code, to the fire department,‘and to
the board of health, in the city or town where the property located.

M.G.L. c. 175, 8§ 100 sets forth standards for selecting a referee if the parties ta@efail to
u

agree the amount of loss. In addition, M.G.L. c. 175 § 102 states the failure o red under
a fire policy to render a sworn statement shall not preclude recovery if he@md renders a
sworn statement after receiving a written request for such sworn state om the Company.
M.G.L. c. 175, § 102 further defines requirements related to such a r a sworn statement
made by the Company.

Controls Assessment: See VII-1.

Controls Reliance: See VII-1.

Transaction Testing Procedure: RNA interview ompany personnel to understand its claim
handling processes, and obtained documentation.supperting such processes. RNA selected five
homeowners’ claims processed during the examination period, to verify whether claims were

handled in accordance with applicable provisions, and statutory and regulatory

requirements. (&\
Transaction Testing Results: Yy

Findings: None.

Observatio :@ noted that the claims tested were reported according to the
Compan % s and procedures, and that the claim files were handled in accordance
with pali visions. RNA ascertained whether or not the claim tested had a written
reque disclosure of the insured’s liability policy limits. When required, the
pany responded to the request within 30 days, pursuant to M.G.L. c. 175, § 112C.
also ascertained whether or not the paid claims were subject to the intercept
ocedures to comply with requirements in M.G.L. c. 175, 88 24D, 24E, and 24F. Based
Q Upon the results of testing, it appears that the Company’s processes for handling claims in
accordance with policy provisions, and statutory and regulatory requirements, are
functioning in accordance with its policies and procedures.

Recommendations: None.
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Standard VII-7. The company uses the reservation of rights and excess of loss letters, when
appropriate.

Objective: The Standard addresses the Company’s use of reservation of rights letters, and its
procedures for notifying insureds when the amount of loss will exceed policy limits.

Controls Reliance: See VII-1. \)

Controls Assessment: See VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to u d its claim
handling processes, and obtained documentation supporting such processes. reviewed the
files for five homeowners’ claims processed during the examination per nd noted whether

reservations of rights or excess loss letters were warranted.

Transaction Testing Results: 03
Findings: None. Q
e§

Observations: RNA noted that the claimﬁ were reported according to the
i
t

Company’s polices and procedures, and d whether or not the claim used the
reservation of rights or excess of loss. le RNA noted no instances where the
Company used a reservation of right r excess loss letter.

Recommendations: None. (&\

Standard VII-8. Deductible r Kursement to insureds upon subrogation recovery is made

in a timely and accurate 5 .
Objective: The Stand esses the Company’s timely refund of deductibles from subrogation
proceeds.

Controls Ass@ See Standard VII-1.

Contr. iance: See Standard VII-1.

%{; on Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA reviewed the
files for five selected homeowners’ claims processed during the examination period, and noted
whether subrogation recoveries were timely and accurate.

Transaction Testing Results:

Findings: None.
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Observations: RNA noted that the claims tested were reported according to the
Company’s polices and procedures, and ascertained whether or not the claim had
potential subrogation recoveries. RNA noted no instances where subrogation recoveries
were involved in the claims tested.

Recommendations: None.

Standard VI11-9. Company claim forms are appropriate for the type of product.

Obijective: The Standard addresses the Company’s use of claim forms that are prop we type
of product. %

Controls Assessment: See Standard VII-1. Q

Controls Reliance: See Standard VII-1. %
3 n;

| to understand its claim
processes. RNA reviewed the
examination period, and noted

Transaction Testing Procedure: RNA interviewed Company
handling processes, and obtained documentation supporting“sug
files for five selected homeowners’ claims processed d tf
whether claim forms were appropriate for the type of pro

Transaction Testing Results: Q
Findings: None. Qé
Observations: RNA noted @n forms for the tested claims were appropriate, and
th

were used in accordance w,%h» ompany’s policies and procedures.
Recommendations: None.

Standard VI1-10. im files are reserved in accordance with the company’s established
procedures.

Objective: T \Syandard addresses the adequacy of information maintained in the Company’s
claimr s related to its reserving practices.

Cont@ssessment: See Standard VI1I-1.

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA reviewed the
files for five selected homeowners’ claims processed during the examination period, and noted
whether claim reserves were evaluated, established and adjusted in a reasonably timely manner.
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Transaction Testing Results:

Findings: None.

Observations: RNA noted that reserves for the claims tested were evaluated, established
and adjusted according to the Company’s policies and procedures. Based upon the
results of testing, it appears that the Company’s processes for evaluating, establishing and
adjusting claim reserves are timely functioning in accordance with its policies and
procedures.

Recommendations: None. \’)«

Standard VI11-11. Denied and closed-without-payment claims are hand \accordance
with policy provisions and state law. :

M.G.L. c. 176D, §8 3(9)(d), 3(9)(h) and 3(9)(n).

Obijective: The Standard addresses the Company’s decision-madocumentation of denied
and closed-without-payment claims.

Pursuant to M.G.L. c. 176D, § 3(9)(d), unfair cIaims,ﬁs%%aﬁ practices include refusal to pay
b

claims without conducting a reasonable investig sed upon all available information.
Pursuant to M.G.L. c. 176D, § 3(9)(h), unfair cla%;e ement practices include attempting to

hle pérson would have believed he or she was
onsiders failure to provide a reasonable and

Controls Reliance: See Sta

Transaction Testing P
handling processes
claim correspon
that was deni
Company handle

RNA interviewed Company personnel to understand its claim

obtained documentation supporting such processes. RNA reviewed the
and investigative reports for one selected significant homeowners’ claim
ed without payment during the examination period, and noted whether the
he claim timely and properly before closing it.

Tran sting Results:

‘% indings: None.

Observations: RNA noted that the file for the denied or closed without payment claim
tested appeared complete, including correspondence and other documentation. Further,
the Company’s conclusion appeared reasonable. Based upon the results of testing, it
appears that the Company’s processes do not unreasonably deny or delay payment of
claims.

Recommendations: None.
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Standard VI1-12. Cancelled benefit checks and drafts reflect appropriate claim handling
practices.

Objective: The Standard addresses the Company’s procedures for issuing claim checks as they
relate to appropriate claim handling practices.

Controls Assessment: The Company generally does not require that claimants sign a release
before it issues a claim payment, except for certain liability claims. 4

Controls Reliance: See Standard VII-1. %\)
d

Transaction Testing Procedure: RNA interviewed Company personnel to u % its claim
handling processes, and obtained documentation supporting such process; RNA reviewed the

files for five selected homeowners’ claims processed during the exami period, and noted
whether claim payment practices were appropriate. :

Transaction Testing Results:

Findings: None.

Observations: RNA noted that each claim ted for testing was reported according to
the Company’s polices and procedures, that claim payment documentation was

adequate. = RNA noted no instances. whére claim payment practices appeared
appro

inappropriate. Based upon the res ing, it appears that the Company’s processes
for issuing claim payment chec % priate, and functioning in accordance with its
policies and procedures. &

Recommendations: None. Yy

M.G.L. c. 176D, 88 3(9)(g) and 3(9)(h), M.G.L. c. 175 § 28.

j g: e Standard addresses whether the Company’s claim handling practices force
ai @ o institute litigation for the claim payment, or to accept a settlement that is
stantially less than what the policy contract provides.

Pursuant to M.G.L. c. 176D, 88 3(9)(g) and 3(9)(h), unfair claims settlement practices include (a)
compelling insureds to initiate litigation to recover amounts due under an insurance policy by
offering substantially less than the amounts ultimately recovered in actions brought by such
insureds, and (b) attempting to settle a claim for less than the amount to which a reasonable
person would have believed he or she was entitled by reference to written or printed advertising
material accompanying or made part of an application. Moreover, if an insurer makes a practice
of unduly engaging in litigation, or of unreasonably and unfairly delaying the adjustment or
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payment of legally valid claims, M.G. L. c. 175, § 28 authorizes the Commissioner to make a
special report of findings to the General Court.

Controls Assessment: See Standard VII-1.

Controls Reliance: See Standard VII-1.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its claim
handling processes, and obtained documentation supporting such processes. RNA reviewed the
‘ﬁ,

files for five selected homeowners’ claims processed during the examination period, a oted
whether claim reserves were evaluated, established and adjusted in a reasonably timel)x)

Transaction Testing Results: ‘%

Findings: None.

Observations: Documentation for the claims selected that i
complete, including correspondence and other documentat rther, the Company’s
conclusion appeared reasonable. Based upon the resu ting, it appears that the
Company’s claim handling processes do not un y deny claims or compel
claimants to initiate litigation.

litigation appeared

Recommendations: None.

Standard VI11-14. Loss statistical coding i ete and accurate.

M.G.L. c. 175A, § 15(a); 211 CMR}&

Objective: The Standard address
statistical data to appropriat

e Company’s complete and accurate reporting of loss
reaus.

Pursuant to M.G.L. c.
expense experience i
in accordance wi
designate a rati

5(a), insurers must record and report their loss and countrywide
ance with the statistical plan promulgated by the Commissioner, and
ting system on file with the Commissioner. The Commissioner may
ency or agencies to assist her in the compilation of such data. In accordance
with 211 CN 0, the Commissioner established and fixed various statistical plans to be used
in relati;%ho eowners’ insurance and related coverages, in accordance with M.G.L. c. 175A,

8 15(@
g%o Assessment: The following key observations were noted in conjunction with the review
of this Standard:

= Company policy is to timely report complete and accurate loss data to 1SO.

s The Company reports homeowners’ property/liability loss data to 1SO in a format
required by 1SO.

= The Company reports detailed claim data quarterly to ISO, including loss experience by
line of business, type of loss, dollar amounts, claim counts, accident dates, territory, etc.
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Controls Reliance: Controls tested via documentation inspection, procedure observation and/or
corroborating inquiry appear to be sufficiently reliable to be considered in determining the extent
of transaction testing procedures.

Transaction Testing Procedure: RNA interviewed Company personnel to understand its loss
statistical reporting processes, and obtained documentation supporting such processes.

Transaction Testing Results:

Findings: None. A{

Observations: The Company appears to have policies and procedures f ely ‘and

accurately reporting loss statistical data to 1SO.

Recommendations: None.

N
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SUMMARY

Based upon the procedures performed in this comprehensive examination, RNA has reviewed and
tested Company operations/management, complaint handling, marketing and sales, producer
licensing, policyholder service, underwriting and rating, and claims as set forth in the NAIC
Market Conduct Examiner’s Handbook, the market conduct examination standards of the
Division, and the Commonwealth of Massachusetts insurance laws, regulations and bulletins. We
have made a recommendation to address a concern in the complaint handling area.
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ACKNOWLEDGEMENT

This is to certify that the undersigned is duly qualified and that, in conjunction with Rudmose &
Noller Advisors, LLC, applied certain agreed-upon procedures to the corporate records of the
Company in order for the Division of Insurance of the Commonwealth of Massachusetts to
perform a comprehensive market conduct examination (“comprehensive examination”) of the
Company.

The undersigned’s participation in this comprehensive examination as the Examiner-In-Charge

encompassed responsibility for the coordination and direction of the examination per d,
which was in accordance with, and substantially complied with, those standards ished by
the National Association of Insurance Commissioners (“NAIC”) and the NAIC onduct

Examiners’ Handbook.  This participation consisted of involvementm planning
(development, supervision and review of agreed-upon procedures),. a stration and
preparation of the comprehensive examination report. In addition to the %igned, Dorothy K.
Raymond of the Division’s Market Conduct Section participated in thi ination and in the

n
preparation of the report. %

The cooperation and assistance of the officers and employ Company extended to all
examiners during the course of the examination is hereby@ edged.

N

Matthew C. Regan, IlI
Director of Market Conduct &

Examiner-In-Charge Q
Commonwealth of Massachusetts (Q\

Division of Insurance

Boston, Massachusetts &

Q
&
&
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